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                    Howard STEIN 
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While the question of economic reform aimed at fostering the growth of markets 
has been discussed in the literature for a number of decades, two phenomena have 
been particularly important catalysts to this agenda. The first was the acceptance by 
the World Bank, the major agency of international development, of the need for a 
private sector and market led model of economic growth. Beginning in the early 
1980s, the Bank began a series of policy loans under the rubric of structural adjust-
ment, which was predicated on the implementation of a series of reform measures. 
The second was the collapse of the Soviet block countries in Central and Eastern 
Europe, ten years later, where bilateral and mutilateral agencies were faced with the 
unprecedented challenge of transforming state owned and directed economies into 
market economies. 
     The response to the measures undertaken has been at best very mixed. Africa 
under structural adjustment has perhaps fared the worst of all the regions, although 
the picture in some Eastern and Central European countries, according to a number 
of sources, would appear to be equally bleak'. 
     The inspiration for the model of economic reform in both arenas has arisen 
from a single source, neo-classical economic theory. In contrast, there is a growing 
literature which suggests the remarkeble growth and prosperity of East and 
Southeast Asian countries was inspired by a different set of priorities and policies 
relying on a somewhat divergent set of concepts and constructs2. The papers 
presented at the conference and in this volume are aimed at challenging the 
hegemony of Western models of reform which are a product of a set of axioms con-
cerning the behavior and nature of states and markets. This chapter will attempt to 
glean the major contribution of the papers to this important debate as both develop-
ing and transitional economies begin to search for ways to reverse their economic 
malaise and to put economies firmly on a growth trajectory. 
1 In a September poll, 49°/ of Russians agreed with the statement "the country would be better off having 
  remained as it was before 1985". This is an extraordinary comment on the hardships endured by Russian 
  citizens in the past four years. (Japan Times, November 14, 1995) 
2 The two most important seminal works in this regard were Amsdenn (1989) and Wade (1990). More recent 
  studies include Evans (1995) and Stein (1995). 
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A Synthesis: Three Possible Approaches 
Summarizing and synthesizing four days of presentations, discussions and papers 
covering East and Southeast Asia, Latin America, Africa and Eastern Europe is no 
easy task. One could take three possible approaches. First, one could impose a 
framework with a set of constructs and concepts to interpret the contribution of the 
conference to the question of the transition to and of markets. Second, one could 
use the themes of the opening papers as a guide to evaluate the papers and pro-
ceedings. Third, one could try to inductively create a framework of evaluation from 
the presentations, comments, speeches and questions in the various sessions. 
     All three approaches have strenghts and limitations. The first perhaps will 
reflect too many of my own biases and ideas while perhaps allowing a greater logical 
flow and consistency. The second might be a bit delimiting since the papers were not 
confined to the conceptual framework of the opening remaks. However, it might be 
more consistent with the priorities and terms of reference of the conference. The 
third approach is somewhat problematic due to the diversity of perspectives and 
disciplines of the participants making it difficult to create a cohesive concatenating 
set of themes although it might be the fairest method of assessment. The most com-
prehensive approach is to perhaps draw on all three ways of synthesizing the con-
ference's contribution. 
A Theoretical Construct 
Let me begin by laying out a series of constructs which may be useful for understan-
ding the applicability of diverse concrete historical experiences which were central to 
the discussions and papers in this conference. One needs to differentiate three con-
ceptual levels the abstract theoretical, the generalizable that can be inductively 
generated from concrete studies and the specific which is embedded in the particulari-
ty of the concrete moment. The search for models of development should begin with 
the concrete to identity what can be generalized into a workable theoretical 
framework which will act as a guide for generating policies and concepts to 
economies concerned with the construction and reform of markets. 
     Neo-classical economics, to date the major theoretical inspiration for 
economic reform, inverts the process. Economists working in this framework begin 
with a series of axioms and generate policy initiatives which are applied to concrete 
historical conditions. When policies have not worked it is generally because non-
economic variables have subverted the process. Policy variations are possible within 
a narrow realm, but since the basic body of theory arises from a set of axioms there 
is no alteration of the basic abstract theoretical level. In essence, the theoretical level 
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is cut off from concrete historical experiences. The concrete can only be used to 
affirm the theoretical realm not to reject it (the character of an axiom). In contrast 
the approach in this chapter will be to examine the papers by moving from the con-
crete to the generalizable to the theoretical realm. 
The contribution of the Opening Papers 
The conference began with two theme papers by Professors lida and Eisenstadt. 
They raise five main overriding points which to some degree are taken up by other 
papers. The first is the observation of the enormous complexity of the transition to 
market economies. A second point is the need to conceptually distinguish economic 
development from market transformation. The social and economic problems 
associated with market forms of development were largely lost in the euphoria of the 
early post-communist period. 
     A third particularly trenchant point is the recognition that market transfor-
mation and development may take many different forms and may look nothing like 
the development economies of Europe, American and Japan. Professor Eisenstadt, 
in particular, strongly challenges the convergence thesis. There exists "multiple 
modernizations" (to coin Manuel Garreton's phrase) which needs to be distinguish-
ed from a single notion of modernization. The modalities of political economy will 
be a product of permutations of four basic elements markets, regulation, interven-
tion and welfare. Using the terminology above, much of this will not arise from 
abstract theory or generalized models, but the embeddedness of local institutions, 
norms and practics. This will not be the end of history but rather the "intensification 
of history". 
     Fourth, even with the recognition of the embedded nature of economic 
reform, Prof. lida, in particular, emphasizes the remarkable nature of the "Asian 
Miracle" which needs to be carefully studied to assess its potential as a model of 
development. Finally, initial indicators suggest a clear distinction between the 
policies promoted by the World Bank and International Monetary Fund and those 
used in Japan. The Japanese model might be better suited for the dual objective of 
development and market transformation. 
Regional Papers 
It is not possible to capture all of the variation of experiences in the regionally or 
country specific cases. Instead I will summarize some of the major issues and obser-
vations in the papers primarily in the middle realm of generalizations while using 
more contextual examples from the country studies. 
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Speed of Reform 
The first question which was raised in a number of papers concerns the temporal 
dimension of reform. Irrespective of the content and sequence of policies there was 
considerable accord on the ill-conceived nature of shock-treatment approaches. 
     In Russia, Hiroshi Kimura points to the personal suffering, inflation and 
widening income distribution that his arisen in the wake of economic reform. In 
Hungary, Gabor Bakos argues that despite the country's reputation as an example 
of a gradual approach to economic reform, much of the economic decline was due 
to a "hidden shock treatment" implemented after 1990. By 1993, industrial produc-
tion was 40 0 of the 1988 level. In contrast Xing-guang Ling systematically presents 
the gradual approach to reform undertaken by China, which has resulted in far less 
economic and social dislocation. Similarly, according to Bijay Misra, India is also 
moving cautiously particularly in the area of public sector reform. 
Looking Beyond the Economic Impact 
A second issue arising from the papers and discussion focused on the rather flawed 
conceptualization of reform, to date, as an economic phenomenon alone. Manuel 
Garreton argues that adjustment in the Latin American context is not simply a move-
ment from one economic model or another, but a reconfiguration of a new set of 
relations in the political, cultural, and social sphere as well as in the economy, In 
Latin America, in the wake of reform, wide scale disarticulation has occurred in all 
spheres. In the social arena there has been growing income inequality and poverty; 
in the cultural sphere there has been a disarticulation of identities with a shift in the 
pattern of daily interaction; and in politics there has been a steady erosion of the 
state's capacity to undertake action and some distegration of an already precarious 
representation systems. 
     How does one build a consensus around the reconstruction of a new interac-
tive "problematique"? Manuel Garreton sees four components of this project as 
Latin America faces the beginning of the next millennium. The first refers to 
democratic construction which focuses on the deepening, the relevance and the quali-
ty of new democratic institutions. Deepening refers to the mechanisms to extend 
ethical imperatives to other dimensions of social life; relevance refers to the capacity 
of resolving outstanding issues of democracy within the regime; and quality refers to 
the extension of mechanisms for citizenship expansion to promote participation. 
The second component of the problematique is the process of social democratiza-
tion which entails reversing the exclusionary impact of reforms on social groups 
operating in the economy, expanding individual power into a variety of new realms 
linked to a changing dynamic which is linked to local and global phenomenon like 
the information revolution and increasing social participation which goes beyond 
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representation (the focal point of current models of democracy) to a deeper level of 
social incorporation, integration and inclusion. 
     A third process in the problematique is concerned with the development and 
international insertion process. The model of development has been reduced to one 
of accumulation where the insertion has been via economic exchanges. Any new 
reconceptualization should take into account productive transformation, equity sus-
tainability and cultural identity. Finally, the model of modernity in Latin America is 
in crisis. Echoing a theme in the opening papers, modernity needs embeddedness. It 
needs to affirm the identity of collective and individual subjects as builders of their 
own histories. Here the transformation of extrinsic and alien forms of moderniza-
tion arising from different historical processes has created a crisis of identity. 
However, the process of globalization is irreversible (more on this below), but it 
needs to be combined with historical memory as modernity becomes reconstituted. 
Sequencing Political and Economic Reform 
Closely linked to the recognition of the multi-faceted nature of the dynamic of 
reform is a third area, the question of the linkage and sequencing between and 
within those dimensions. Discussions of the relationship between political and 
economic transformation were widespread within the papers. Hiroshi Kimura is 
critical of the rather singular models of democracy and the free market economy im-
posed simultaneously by Western specialists with little understanding of the relation-
ship between power and the theoretical debates concerned with the choice of 
economic models. Theotonio Dos Santos warns of the lack of sustainability of 
democracy without social improvement (echoing Manuel Garreton's social participa-
tion concept discussed above). Masahiko Horie points to the strain in African coun-
tries associated with the simultaneous liberalization of the polity and the economy 
and the growing tribalism associated with multi-party elections. Lionel Cliffe also 
points to the rather sudden imposition of policial conditionality in Africa after 
1990. In fact 38 of 45 Sub-Saharan African countries had single or no-party systems 
in 1989. By September 1995, 30 had moved to pluralist systems with some form of 
multi-party elections. 
     The question of political reform arose with the recognition by the World 
Bank that the very vehicles that were needed to undertake reform were in need 
themselves of reform. In essence the very state, which according to orthodoxy was 
responsible for creating the economic malaise, was the main conduit of economic 
reform. The Bank, therefore, set out to reverse the so-called "orthodox paradox". 
Under the rubric of governance, the Bank began to link democracy to economic 
reform. Only elected governments would be committed to the "transparency", "ac-
countability" and the "rule of law" that would reverse a patter of corrupt and 
                           243
Howard Stein 
patrimonial practices that have impeded the successful implementation of structural 
adjustment'. 
     As Lionel Cliffe points out the presumption here was that there was nothing 
intrinsically wrong with adjustment; the poor adjustment record was simply a pro-
duct of the resistance of corrupt elites. Democracy was seen as the key to reversing 
the crisis of governance. Unrepresented franchises, which would gain from adjust-
ment (such as the rural sector), would have a voice in government and ensure that 
economic reform was undertaken. In particular, it was assumed that the rural 
population would receive the most from adjustment because of its professed attempt 
to reverse the urban bias of previous decades4. Cliffe is very critical of any systematic 
linkage between political and economic reform as conceptualized by the Bank, 
noting that the Bank itself realizes it has few theoretical or empirical underpinnings. 
He also rejects the Bank's instrumentalist view of politics argued instead for the 
need to conceptualize the democratic imperative as a separate wholly legitimate 
enterprise. 
International Dimensions 
A fourth concern, the linkage between domestic and the world economies, was cen-
tral to the arguments in a number of papers. The discussion focused on a number of 
levels including the impact of globalization, changing trade organizations and 
regimes, the role of foreign investment, the shifts in global power and the interstices 
that exist (or don't exist) in the world division of labor. Theotonio Dos Santos 
places the period of economic reform in Latin America as one link in a historical 
chain of shifting geo-political and economic relations. Policies in Latin America are 
a product of external priorities. He reminds us of the linkage between the debt crisis 
in the early 80s and the IMF/Bank imposed conditionality aimed at sustaining in-
terest payments to Western commercial banks. nevertheless he points to an ineluc-
table movement toward globalization where nation states and civil structure will be 
combined into a new planetary vision of civilization with a corresponding set of new 
identities and problems. 
3 The concepts associate with governance were first presented in the World Bank (1992). 
4 In reality the increase in rural real incomes that was supposed to arise from adjustment has not always 
  transpired for a variety of reasons. The removal of subsidies on inputs tends to lower net income. The 
  terms of trade have not always increased after the dismantling of marketing boards. The removal of pan-ter-
  ritorial pricing (which hurts more remote producers), the vagaries of market determined prices which, at 
  least for cash crops, have been seriously depressed in recent years, the existence of monopsony power by 
  some private purchasing agents and a climate of rapid destabilizing depreciation tending to reduce the pur-
  chasing power of farmers due to rising import prices have all had a deleterious impact on the terms of 
  trade. Broad cuts in social spending and public investment have altered the perception of adjustment in 
  rural areas. Even if one assumes a simple relationship between voting behavior and economic welfare, there 
  are few indicators that the rural population represent a disenfranchised voice in favor of adjustment. 
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     At the moment, however, global market liberalization has rather chaotic con-
sequences with localized repercussions and growing exclusion. The key to a har-
monious global identity is to move away from policies that dislocate and marginalize 
large sub-populations. Concerns about the social marginalization as a consequence 
of reform do not seem to be isolated to Latin America, Gerrishon Ikiara points to 
the declining access of low income groups to basic social services like health and 
education in the wake of adjustment imposed austerity. 
     As part of this globalization, there has been an extraordinary increase in the 
flow of foreign capital toward developing countries. Drawing on the example of 
Southeast Asian countries Yuzo Yabuno points to the differences between the 
priorities of developed vs developing nation states. In a world where commodities, 
money, people and information move in a border-less manner, developing countries 
now focus on the means to encourage capital inflows. Development up the 
technological latter is much more rapid with economies moving directly from 
primary to tertiary sectors. In contrast, historically, the policies of the developed na-
tion-states have been much more inward looking with local economies shifting 
gradually from primary to secondary to tertiary industries. 
     Manoj Shretha focusing on Japanese investment, also points to the growing 
dominance of foreign capital inflows in the development of Asia. Despite the large 
amount of flows in recent decades, Manoj Shresta suggests it will intensify because 
the total is still a small percentage of gross savings in developed countries and 
because the NICs are rapidly becoming capital exporters. 
     The most successful model of development linked to foreign investment is 
Singapore. As David Seah reminds us, overtime, Singapore became very selective 
about the type of foreign investment it has sought with a growing emphasis on 
technology intensive firms. The emphasis on improving and rewarding skills was not 
just in the private sector but within the state. Perhaps the reason why Singapore was 
able to so effectively rely on foreign investment was because it had an extraordinarily 
competent state apparatus that was able to carefully manage and direct foreign in-
vestment with the right combination of incentives and disincentives. It was also 
pointed out in the discussion that the foreign investment route to industrialization 
was not undertaken in East Asian countries. Taiwan drew on internal sources of 
capital accumulation while Korea relied on borrowing from credit markets in the ear-
ly stages and indigenous savings later on. 
     The increasing liberalization of trade and the emphasis on tradeables for ex-
ports in reform policy packages seemed to have some negative consequences, par-
ticularly in Africa. According to Gerrishon Ikiara, the lowering of protectionist bar-
riers in sectors like textiles were causing serious deindustrialization in some African 
countries like Kenya. Lionel Cliffe warns about the negative consequences of the 
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simultaneous increase of exports of the same tradeables (like cash crops) on the 
terms of trade of African countries (fallacy of composition argument). This would 
appear to have been the problem in the late 80s with beverage crops like cocoa. 
The Link Between Reform and Development 
The need for the diversification of exports points to a final area of concern to con-
ference participants, the problem of developing and implementing a long-run 
strategy under orthodox models of economic reform which conceives of states only 
in the most minimalist-passive terms. As Lionel Cliffe points out, the tools used suc-
cessfully in the developmental states of East Asia have largely been removed and 
neutralized by structural adjustment. At the conceptual level the emphasis in the 
IMF and Bank have been on state failure rather than the ubiquitous market failure 
found in developing countries. 
     Masahiko Horie points to a fundamental problem in structural adjustment in 
Africa, the inability to get beyond a focus on stabilization into the policies that 
would permit long term growth and developments. I would take it one step further. 
Many of the policies put in place actually preclude the ability of economies to enter a 
trajectory of growth and development. High interest rates and bank failures 
associated with rapid banking deregulation have had a deleterious affect on domestic 
investment. Trade liberalization and rapid devaluations have created deindustrializa-
tion and an unstable climate for foreign investment. Large scale layoffs and the 
decline of real wages in the public sector have had a serious impact on the demand 
side of the economy. Cutbacks in public investment have reduced the crowding-in 
impact of public investment. The reduction in social spending like education has 
reduced the quality of the labor force needed to participate in the kind of drive to in-
dustrialize which has been so important in Asia. 
     Everywhere state functions and capacities have eroded the ability to direct 
and foster the private sector. At a conceptual level, the problem with orthodox 
models of transformation and reform, is the failure to see markets and states as an 
interactive totality. Markets in neo-classical economic terms are largely interpreted 
as exchanges. This is a product of the dominance of general equilibrium theory in 
mainstream economics. Exchanges are seen as the momentary mutually beneficial 
but anonymous swap of goods for money. 
     In contrast markets should be conceived as social institutions that structure, 
organize and legitimate contractual agreements and the exchange of property rights. 
They not only provide price conventions but are a means to communicate informa-
5 Mosley et al. show how the Bank's adjustment approach has collapsed entirely into the stabilization 
  policies of the Fund in Africa. (Mosley et al., 1995) 
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tion regarding products, quantities, potential buyers and sellers6. Once we conceive 
of markets as a social phenomenon the recognition of the importance of state sup-
port will be greatly enhanced and the complexity of the transition to and of market 
economies will be better appreciated. 
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